Abstract. Next to the growing tensions in global economic arena, the challenges for Estonia, Latvia and Lithuania are often related to Russia's actions and ambitions. Mutual economic relations have been particularly tense at the beginning of the 1990s, in 1995-1997 and then in 2007-2009, when Russia has imposed sanctions against the Baltic countries and has been putting economic, political or propagandist pressure on them. The current "sanctioning war" is seriously testing the mutual economic relations again and is raising the question whether there is a hope for normalization of trade relations in the nearest future between the Baltic countries and Russia. Thus, the article focuses on the trade dynamics between the Baltic countries and Russia over the period [2004][2005][2006][2007][2008][2009][2010][2011][2012][2013][2014][2015][2016] and analyses the main factors that have influenced this trade dynamics. The article will also debate the outlook for trade relations to be normal again in the light of the sanctioning war between Russia and the EU and its allies.
INTRODUCTION
Small open economies tend to be highly vulnerable to external uncontrollable shocks. Since small economies are highly dependent on external trade, they are also exposed to developments in the global arena, over which they have little if any influence (World Bank, 2000) . High dependency on one or two external markets makes them particularly vulnerable to the economic turbulences of their trade partners, since these turbulences will be automatically transferred to their own growth prospects.
This also applies to the Baltic countries, since they have often faced serious difficulties related to their economic openness after sovereignty restoration at the beginning of the 1990s. Next to the global economic developments, on several occasions Russia's actions have represented a serious challenge for Estonia, Latvia and Lithuania. Mutual economic relations of all three these countries with Russia have been particularly tense at the beginning of the 1990s, in 1995-1997, in 2008-2009 and then from 2012 on, when Russia has put economic, political, propagandist and administrative pressure on the Baltic countries.
However, during the past 20 years entrepreneurs of the Baltic countries have been still interested in developing trade relations with Russia despite constant setbacks. This phenomenon has also motivated the authors of the current research to investigate whether specific factors have influenced the economic relations between the Baltic countries and Russia particularly over the period [2004] [2005] [2006] [2007] [2008] [2009] [2010] [2011] [2012] [2013] [2014] [2015] [2016] . Furthermore, this analysis also contributes to the discussion on the outlook for normalisation of trade relations between the Baltic countries and Russia in the light of the "sanctioning war" that has erupted between the Western countries and Russia during the ongoing Russian-Ukrainian conflict. The potential resurgence of the factors that have contributed to the deepening of mutual trade relations over the period 2004-2016 will be estimated based on the assumption that mutual sanctions will be eliminated at a certain moment of time in the future.
The questions under what conditions and when exactly it could happen will be hereby left aside. Methodologically, the article uses descriptive, analytical and comparative methods. Discussion on the future prospects of mutual trade relations is to a large extent hypothetical, reflecting solely the views of the authors.
THE BUST AND THE BOOM: TRADE RELATIONS BETWEEN RUSSIA AND THE BALTIC COUNTRIES IN 2004-2016
Over the past decade, the trade relations between Russia and the Baltic countries have experienced turbulent times. Due to close economic ties inherited from the Soviet Union, Russia was the first trading partner for all three Baltic countries shortly after Estonia, Latvia and Lithuania have restored their sovereignty in the beginning of the 1990s. In 1991, 90% of the total imports of Estonia, Latvia and Lithuania originated from Russia (Oldberg, 2003) . However, in the following years trade diversion from Russia to the EU member states and the associated countries has taken place and in 1994, Russia's share in the total imports of the Baltic countries was only 21% for Estonia, 29% for Latvia and 46% for Lithuania (Ibid.). The trade diversion could be explained by the strengthening of economic relations between the Baltic countries and the Western world simultaneously to the progress made by the Baltic countries towards EU integration. At the same time, Russia's high tariffs on the imports from the Baltic countries and constant threats to impose sanctions against its neighbours have also played an important role. For these reasons, the Baltic countries have to a greater or lesser extent further reduced the dependency on Russia's market through the 1990s. Shortly before the accession of the Baltic countries to the EU in 2004, Russia's share in the total exports and imports of Estonia was about 6-9% and of Latvia about 8%. Russia's share has remained relatively high in the trade exchange of Lithuania, constituting about 28% in the total imports and about 10% of the total exports of Lithuania in 2004-2005 (author's calculations based on Compiled statistics... 2015). To sum up, trade diversion from Russia to the other countries has taken place in Estonia, Latvia and Lithuania during the period 1991-2004 due to the political and economic reorientation of the Baltic countries and Russia's restrictive trade policy towards its Baltic neighbours.
At first sight paradoxically, trade between the Baltic countries and Russia has increased significantly after the EU Eastern Enlargement in 2004 until 2006/2007 (Fig. 1 ).
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The bust, the boom and the sanctions in trade relations with Russia On the one hand, it could be associated with the extensive trade relations between the Baltic countries and the member states of the EU already before the enlargement of the EU in 2004. On the other hand, European integration also provided a more stable basis for the development of further contacts between the Baltic countries and Russia in the framework of the EU foreign policy, the EU Eastern Partnership and the EU external trade policy. In view of this it could be argued that the European integration has also motivated the entrepreneurs of the Baltic countries to develop more extensive economic contacts with Russia, mostly due to the abolition of double tariffs from Russian side which has particularly increased the exports of the Baltic countries to Russia. In a more general sense the EU accession has also provided a firm foundation for the development of cooperation and trade exchange with Russia.
However, one should not forget that the eastern enlargement of the EU has also deepened some of the earlier tensions between the neighbouring countries related, for example, to the transit through (Roth, 2009) . Although it has been argued that political tensions in Estonia in 2007 have led to the reduction of transit but not the Estonia's exports to Russia (Kitsing 2015, 1) , the authors of the current article believe that Russia's actions in 2007 have particularly increased the cautiousness in Estonia regarding developing economic contacts with Russia and the economic and political risks associated with Russia's ambitions to increase its sphere of influence in the former Soviet Union republics. This cautiousness is also reflected in trade relations between Estonia and Russia which have declined remarkably after events in Spring 2007, based on the monthly data.
After turbulent years in [2008] [2009] , trade between the Baltic countries and Russia has intensified again in 2010-2012. On the one hand, it is related to the economic recovery of the region after the global economic crisis. On the other hand, to some extent the increase in imports from Russia could be again associated with high oil prices.
It has been argued that Russia's accession to the World Trade Organisation (WTO) in August 2012 has improved opportunities for European exporters to access the Russian market, since subsidies in the Russian agricultural sector were reduced and Russian import duties on agricultural and industrial products were decreased as a result of the accession procedure (Ratso, 2015; The Employer's House, 2012) . Thus, one might have expected that the trade between Russia and the Baltic countries would have been intensified also after 2012. However, this has not been visible in the trade dynamics between the Baltic countries and Russia from 2012 on. On the contrary, Russia has used several measures to restrict mutual trade relations. For example, in 2012 Russia banned imports of live animals from Estonia and introduced partial sanctions on Estonian fishery and dairy products (Statistics..., 2014) and in the end of 2013 banned all dairy imports Viljar Veebel, Raul Markus The bust, the boom and the sanctions in trade relations with Russia from Lithuania (Mauricas, 2015a) . Given both the historical background and the previous experiences from 2007-2009, the authors believe that this has even further decreased the incentives of the Baltic entrepreneurs to develop trade relations with Russia. To conclude, Russia is important trade partner mostly for Lithuania. At its peak over the past decade, Lithuania's imports from Russia accounted for 30% of total imports, and exports to Russia accounted for 20% of country's total exports (see Fig. 2 ). Russia's share in foreign trade of Estonia and Latvia is lower, varying from 6 to 11% of total foreign trade. In this light it would be reasonable to assume that Lithuania will be most vulnerable among the Baltic countries to the political and economic instability stemming from Russia. Trade balance with Russia has been negative over the entire 10-years period in Lithuania and during most of the period in Latvia, as could be seen from Fig. 1 . Remarkably, although in Estonia the total external trade has been in constant deficit during the whole period, trade with Russia is in surplus already since 2008 (see Statistical Office..., 2015). The country's trade surplus with Russia is mainly associated with the growth in the exports of machinery and electrical equipment and products of chemical or allied industries and with the cyclical developments in the imports of mineral products and fuels from Russia. Russia´s share of total imports: Estonia (%)
Russia´s share of total imports: Latvia (%)
Russia´s share of total imports: Lithuania (%)
THE "SANCTIONING WAR" IN 2014-2016: IMPLICATIONS FOR THE BALTIC COUNTRIES
Political tensions between Russia and Ukraine in 2013 have culminated in the violation of territorial integrity of Ukraine in March 2014 and military conflicts in the eastern part of Ukraine forced by Russia from 2014 on. To resolve the conflict, in March 2014 the EU and its partners have decided to impose travel bans and asset freezes against Russian and Ukrainian officials involved in Russia's annexation of Crimea and to cancel the EU-Russia summit. The scope of individuals and entities subject to the Western sanctions has been gradually widened in April, May and July 2014. Russia responded with retaliatory sanctions against high-ranked officials of the EU, USA and Canada in March 2014. In July 2014, the EU announced sectorspecific sanctions against the Russian military industry and financial and energy sector, which restricted country's access to international capital markets and placed an embargo on trade of arms and sector-related technologies. As a countermeasure, on 6th August 2014, Russian President Vladimir Putin signed a decree "On the use of specific economic measures" , which mandated an effective embargo for a one-year period on imports of most of the agricultural products whose country of origin had either adopted the decision on introduction of economic sanctions in respect of Russian legal and (or) physical entities, or joined same. The Russian government ordinance was adopted and published with immediate effect, which specified the banned items as well as the countries of provenance: the member states of the European Union, but also the United States, Norway, Canada and Australia, including a ban on fruit, vegetables, meat, fish, milk and dairy imports .
In September 2014, the leaders of the EU and the US have agreed on additional sanctions, forbidding state-controlled Russian oil and defence companies from raising money in European capital markets and cutting off foreign investments. Further additions to the list of persons, organizations and companies under sanctions have been made in November 2014. In response to this, Russia continued to restrict trade with the West. In June 2015, the EU Council extended economic sanctions against Russia until the end of January 2016. Russia responded with additional sanctions and with additional legal and economic measures to integrate Crimea into Russia.
In July 2015, the leaders of the European Union have agreed on additional sector-specific sanctions against Russia. As a result, following restrictions have been in force from the EU side since 19 July 2015:
1. EU nationals and companies may no longer buy or sell new bonds, equity or similar financial instruments issued by five major state-owned Russian banks, three major Russia energy companies and three major Russian defence companies.
2. Services related to the issuing of such financial instruments, e.g. brokering, are also prohibited. EU nationals and companies may not provide loans to five major Russian state-owned banks.
3. Embargo on the import and export of arms and related material from/to Russia. Prohibition on exports of dual use goods and technology for military use to Russian military end-users . Export of dual use goods to nine mixed defence companies is also banned.
Exports of certain energy-related equipment and technology to Russia were subject to prior authorisation by competent authorities of Member States. Export licenses were and are denied if products are destined for deep water oil exploration and production, arctic oil exploration or production and shale oil projects in Russia . On 10 March 2016, the restrictive measures against 146 people and 37 companies in Russia were extended by six months by the EU (Council of…, 2016). On 13 March 2017, the Council prolonged the restrictive measures over actions undermining or threatening the territorial integrity, sovereignty and independence of Ukraine for a further six months, until 15 September 2017. Despite Russian efforts to lift the sanctions the Council decided on 21st of December 2017 to prolong the sanctions against Russia until 31. July 2018 . The measures consist of asset freezes and a travel bans.
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How much have the Russian sanctions against the EU member states affected the economies of the Baltic countries and what are the prospects for the "normalization" of mutual economic relations in the future? In general, the impact of the Russian sanctions on the growth prospects for the EU has been estimated to be rather limited. According to the estimation of the European Commission, the negative effect is caused by the lower demand for imports from European countries and from the Russia's countersanctions and the "sanctioning war" have decreased the EU's economic growth by 0.3 to 0.4 percentage points in 2014 and 2015. The effect of asset freezes and visa bans were considered as rather secondary (Bond et al., 2015) . Vanden Houte (2014) has estimated that the European economy would have been grown by one% additionally in 2015, if the sanctions have not been imposed. The direct impact of sanctions would be relatively minuscule, as the GDP growth would be lower by about half of a tenth of a percentage point. Havlik (2014) states that in terms of trade exposure, machinery, transport equipment and electrical equipment are the most important export branches exposed to Russia in the EU, whereas food products which are banned by Russia do not feature prominently among the EU exports to Russia, but are extremely important to some EU countries, such as the Baltic States .
Although the impact of the Russian sanctions on the growth of the EU and the euro zone has been estimated as rather limited several EU countries have nevertheless announced that they faced serious difficulties due to the Russian sanctions and asked for measures to compensate it (Oja, 2015) . Compared with other EU member states, the Baltic countries are mostly affected by the Russian sanctions according to the estimations. For example, Mauricas (2015a) has stated that an overall direct effect of Russian sanctions on the economic growth in the whole Baltic region amounts to 0.6% of GDP, but, as expected, Lithuania has suffered the most from the "sanctioning war". The direct effect of Russian sanctions on economic growth in 2014 amounted to 0.81% of GDP in Lithuania, 0.46% in Estonia and 0.44% in Latvia. Figure 3 indicates that the Russian sanctions have mostly affected exporters in Baltic States and in all three countries the major slump in exports has taken place in the first quarter of 2015. The fall in exports has been particularly sharp regarding the exports of dairy products. According to Mauricas (2015b) , the overall export of dairy products fell by 23% in Lithuania, 32% in Latvia and 36% in Estonia from August 2014 to April 2015 due to the sanctions. However, the decline in exports to Russia has been partially compensated by the growth in exports to the other regions (Oja, 2015; Kitsing, 2015) . To sum up, Russian sanctions have seriously damaged some economic sectors in the Baltic countries, such as food and agricultural sector, and have mostly affected exporters in Lithuania, Latvia and Estonia. The overall effect of sanctions on the economies of the Baltic countries has not been remarkable, ranging from 0.4 to 0.8% of the country's GDP. However, small open economies that have high shares of foreign trade to the GDP are very vulnerable to the risks related to the turbulences in foreign markets. Thus, next to the trade dynamics between the Baltic countries and Russia, also secondary effects (i.e. the impact of sanctions on the Finnish, German, Polish and the Dutch economy) should be taken into account in the long run when discussing the impact of Russian sanctions on the economies of the Baltic countries.
PROSPECTS FOR THE "NORMALIZATION" OF MUTUAL TRADE RELATIONS IN THE FUTURE?
In the light of the ongoing "sanctioning war" between the EU and Russia, it is appropriate to ask what would be the outlook for the "normalisation" of trade relations between the Baltic countries and Russia in the future assuming the mutual sanctions will be eliminated at a certain moment in time. This topic has been only marginally touched both in the academic literature and the political debates by now. For example, Zvaigzene (2015) has argued that "in the near future Latvian producers will not be either anxious or motivated on trade with Russia, rather relying on other, more stable markets. This means that, even if the sanctions end, most producers would bide their time before returning to the Russian market. Besides, some Russian companies have already invested in entering other markets worldwide". Ratso (2015, 1) has stressed that the long-term strategy of the Estonian entrepreneurs should rely more on diversifying risks and that the local processors should focus on the products with higher added value, since it is easier to find other markets and to ask better price for such products. Thus, despite the proximity of the Russian market, particularly Estonian agricultural producers should focus on the other markets rather than Russia which is politically sensitive and insecure (Ibid.).
The authors of the current article share the view that the "normalisation" of the trade relations between the Baltic countries and Russia in the nearest future is rather unlikely. Trade relations between the neighbours are directly linked to the sanctions which are currently valid until 31. July 2018 1 . Under these circumstances, it would be irrational to expect that particularly Russia's import from the Baltic countries would increase, at least, in the short term. On a wider scale, also the "stigmatisation" of Russia in the international arena speaks against the deepening of trade relations. Finally, also the impact of the instability stemming from Russia's earlier attempts to use trade policy as a tool to put pressure on its neighbour countries as well as country's geopolitical ambitions in the region, jailing of the entrepreneurs and oligarchs in Russia and demonstrative destruction of food products originated from the Western countries should not be underestimated.
At the same time, the recent past has shown that trade relations between Russia and the Baltic countries have been in decline on more than one occasion over the past 10-20 years, but have recovered after some time has passed. This raises the question whether the entrepreneurs of the Baltic countries could be interested in trading with Russia after lifting the sanctions in the future. Based on the previous experiences, the European integration has motivated the entrepreneurs of the Baltic countries to deepen economic contacts with Russia in 2004-2007/2008 , whereas sanctions and other restrictive measures imposed by Russia have hampered both mutual economic relations and the prospects for the normalisation of economic contacts. The recovery of trade exchange between the Baltic countries and Russia could be possible if: a) the cooperation between the EU and Russia will reach the stage that brings significant benefits for the producers of the Baltic countries, or b) the risks related to the Russia's erratic behaviour on the international stage will decrease significantly. The first potentially relates to the outlook for the strategic partnership between the EU and Russia. Today, mutual relations rely on the Partnership and Cooperation Agreement that is in force since 1997. The negotiations on the new agreement in the form of the strategic partnership were launched in 2008, however, in the light of the Russia's actions in Crimea and in the eastern part of Ukraine the talks on the new cooperation agreement have been suspended (Veebel, 2017) . In this sense, the new cooperation agreement between the EU and Russia may present an opportunity for the Baltic countries to create favourable conditions in their trade relations, assuming that at certain point in time the negotiations on the new cooperation agreement between the EU and Russia will continue. The second would be associated with the change of political regime in Russia. It could be argued that the hidden agenda of the Western sanctions against Russia has been to cause the regime change in Russia without destroying the country economically. Assuming that regime change is indicated solely by a growing dissatisfaction among Russian citizens, the regime change is rather unlikely in the near future because both the strong opposition wing and the political alternatives are missing in Russia.
To sum up, also the comparison of the factors that have contributed to the deepening of mutual trade relations over the period 2004-2016 with the current circumstance and political communication of both side indicate that the normalisation of trade relations between the Baltic countries and Russia is rather unlikely in the nearest future even if mutual sanctions will be eliminated. In 2018, the situation offers rather few rational reasons for the "normalization" of trade relations between the Baltic countries and Russia in the nearest future. First there is lack of motivation from Russia´s side as recent economic developments in Russia indicate the country is able to survive and recover under veritably challenging economic conditions. Even when sanctions are prolonged both by the European Union and the US, the economic situation in Russia is slowly stabilizing after the turbulence in 2015-2016: the economy has contracted at a slower pace from the fourth quarter of 2015 on, the inflation rate has dropped from 15-16 percent in the second half of 2015 to 2,5 percent in the end of 2017 and the exchange rate of the Russian ruble has strengthened from spring 2016 on 2 . Second there is also lack of motivation from Baltic side: Russia's constant attempts to use external trade policy as an instrument of pressure and country's aggressive behaviour on the international stage increases the likelihood that the Baltic countries would rather avoid to deepen the trade relations with Russia in the nearest future. The most likely scenario today sees the current "status quo" as maintained -at least in the mid-term period or as long the EU sanctions against Russia are in force.
In principle, the motivation for the Estonian, Latvian and Lithuanian enterprises to deepen trade relations with Russia could be also related to the size and the proximity of the Russian market. Russia's long term growth prospects are limited by the demographic situation and constraints on competition and private investment (see, e.g. Future Security…, 2015). However, under favourable economic conditions, the Russian market might have considerable potential. This is confirmed by the comparison of data from the latest economic recession in the Baltic countries, in Russia and in the EU (Figure 4) . On the average basis, Russia has faced more serious economic recession than the EU on the average, but despite its structural weaknesses, the Russian economy seems to be recovered from the recession in 2008-2009 faster than the EU and the Baltic countries, as indicated in Figure 4 Additionally, the motives of the Baltic countries to deepen economic relations with Russia could be associated with the aim to enhance the security and reduce the risk of regional conflict (Veebel and Markus 2015, 169) , inspired by the Western motives to enhance the cooperation with Russia in the 1990s and to conclude the Partnership and Cooperation Agreement with Russia in 1997.
CONCLUSION
The present article focused on the factors that have influenced the trade relations between the Baltic countries and Russia over the past decade and on this basis, discussed the future prospects for the normalisation of trade relations, assuming that current mutual sanctions will be eliminated at a certain moment in time in the future. The research has been motivated by the phenomenon that in past 20 years the entrepreneurs of the Baltic countries have been interested in developing trade relations with Russia despite constant setbacks.
To sum up, "boom" and "bust" periods have occurred in trade relations between the Baltic countries and Russia over the past decade. The trade has grown in 2004-2006/2007 and 2010-2012, mainly In 2018, the situation offers rather few rational reasons for the "normalization" of trade relations between the Baltic countries and Russia in the nearest future. First there is lack of motivation from Russia´s side as recent economic developments in Russia indicate the country is able to survive and recover under veritably challenging economic conditions. Second there is also lack of motivation from Baltic side: Russia's constant attempts to use external trade policy as an instrument of pressure and country's aggressive behaviour on the international stage increases the likelihood that the Baltic countries would rather avoid to deepen the trade relations with Russia in the nearest future. The most likely scenario today sees the current "status quo" as maintained -at least in the mid-term period or as long the EU sanctions against Russia are in force.
Next to that the authors argue that in theory, the recovery of trade exchange between the Baltic countries and Russia could be possible if: a) the cooperation between the EU and Russia will reach the stage that brings significant benefits for the producers of the Baltic countries, or b) the risks related to the Russia's erratic behaviour on the international stage will decrease significantly. What could be really challenging for the Baltic countries is the more fundamental shift in the export structure. More precisely, the re-orientation of the Baltic entrepreneurs from Russian market to other markets should go hand in hand with the concentration on products with higher added value. The importance of the diversification of risks has been stressed also by several experts. In a longer term, this would enable the Baltic countries to limit the losses stemming from the trade relations with Russia.
